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ALL values in Canadian $ Millions KEY ECONOMIC INDICATORS 
and represent period averages 
unless otherwise indicated. 


ACTUAL ACTUAL PERCENT FORECAST PERCENT 
INDICATOR 1986 1987 CHANGE 1988 CHANGE 
OUTPUT, PRODUCTION, EMPLOYMENT 
GDP (Current Prices, C$ Billion) 506.5 549.7 8.5 596.3 8.5 
GDP (Constant 1981 C$ Billion) 407.7 424.1 4.0 441.0 4.0 
Industrial Production 
(Constant 1981 C$ Billion) 102.2 107.4 5.1 11329 'S/ 6:51 
Private Investment ‘ 
(Constant 1981 C$ Billion) 77,578 86,175 11.1 93,411 8.4 
Unit Labor Costs in Mfg. (¢) 1/ -6735 -6971 3.5 -7068 5/ 2.2 
Wage Settlements (%) 2/ ao 3.8 a 4.35:6f --<= 
Employment (000's) 11,634 11,955 2.8 12,351 
Avg. Unemployment Rate (%) 9.6 8.9 “oe 7.7 core 
Housing Starts (SAAR, 000's) 200 246 23.0 204 “17.1 
MONEY AND PRICES 
Exchange Rate: 1 C$ = US ¢: TUT 75.41 82.00 cece 
Interest Rates: 
Bank of Canada Rate 3/ 8.49% 8.66% NO-2s6 of ==> 
Chartered Bank Prime Rate 9.75% 9.75% etiotoe af. =°** 
Price Indices: 
All-Items Consumer Price 
Index (1981=100) 132.4 138.2 4.4 143.9 4.1 
Industrial Product Price 
Index (1981=100) 4/ 119.6 122.8 2.7 127.8 4.1 
BALANCE OF PAYMENTS AND TRADE 
Official International Reserves 
(US$ Millions) 4,095.6 8,203.2 100.0 13,885.9 5/ 69.3 
Balance of Payments (C$ Billion) 
Current Account Balance -10.5 -10.6 -1.0 ~ 6.2 6f 1.6 
Merchandise Trade Balance 9.8 11.0 ese 4.4" -18.5 
Nonmerchandise Balance 6/ -20.3 -21.6 -6.4 eit a a i 
Merchandise Exports 119.9 126.1 S.2 69.4 " Ve.) 
(U.S. % Share of Total) (78%) (77%) es (76%) " a 
Merchandise Imports 110.1 115.1 4.5 a 14.8 
(U.S. % Share of Total) (69%) (69%) a (70%) " cree 
Travel Receipts 6.3 6.3 0.0 26" 13.0 
(U.S. % Share of Total) (71%) (66%) core (62%) " o--- 
Travel Expenditure to 8.8 t#3 aa” 8.5 
(U.S. % Share of Total) (59%) (59%) ha (61%) " fn 


Main Imports from the U.S. (1987) (C$ billions): Automotive vehicles and parts, 27.5; 
communications and electronic equip; 7.4; industrial machinery, 6.3; equipment & tools, 
5.6; chemical products, 4.7; aircraft & parts, 2.5; agricultural machinery, 1.7. 


Footnotes: 1/ Labor income per unit of output. 


2/ Compound average annual increase in base rates (%). Wage settlements in 
all industries, all agreements. 
3/ Actual rate at end of year. Floating rate set .25% above 91-day 
treasury bill tender rate. 
4/ Essentially a producer price index. 








SUMMARY 


The year 1988 marked the sixth consecutive year that Canada held its position as one of the 
strongest economies in the OECD. Fuelled by strong investment in plant and equipment, 
Canada's economy grew by approximately 4 percent, mirroring 1987's growth rate. Strong 
corporate profits, high rates of capacity utilization, and energy-related projects helped 
generate a 17.7 percent increase in nonresidential construction spending in the first half 
of 1988; investment in machinery and equipment meanwhile soared by 24.3 percent (both 
year-over-year). Personal consumption remained strong in 1988, as employment grew by 
roughly 3 percent and the unemployment rate eased to just under 8 percent from 8.9 percent 
in 1987. The federal government continued to pursue privatization of Crown corporations 
(e.g., Air Canada). Nevertheless, budget outlays increased by approximately 3 percent in 
real terms, up from an increase of 1.3 percent in 1987. Drought relief for Canada's 
prairie farmers and some relaxation of restraints on spending in the fourth year of the 
Mulroney government were major reasons for the increase. 


On the external side, Canada's net exports of goods and services narrowed from US$8.7 
billion in 1987 to roughly US$7 billion in 1988, due to very strong capital goods-related 
imports outpacing strong exports. In the second half of 1988, both the merchandise and 
nonmerchandise balances deteriorated somewhat as U.S. growth slowed and investment receipts 
returned to more normal trends. In the capital account, the dramatic growth of capital 
inflows (mostly into bonds and Government of Canada paper) in the first half of 1988 
reflected Canada's interest and exchange rate policies. This trend is likely to continue 
as attractive interest rate differentials and favorable expectations regarding economic 
policies and the U.S.-Canada Free Trade Agreement encourage investment flows and support 
demand for Canadian dollars. With the exchange rate at about 83 US¢ late in 1988, the 
Canadian dollar was headed for an increase of about 8 percent during the year, compared to 
the average 1987 rate of 75.43 US¢. 


Inflationary pressures and higher interest rates in 1988 somewhat dampened consumer 
willingness to further draw down savings or increase debt in order to make major 

purchases. One result was reduced consumer spending on housing and related durable goods 
in the second half of 1988, and a concomitant leveling off in residential investment for 
the year. The slower economic growth that emerged in the second half of 1988 is expected 
to continue in 1989. Consequently, the consensus expectation of Canadian forecasters is 
that the Canadian economy will expand by around 2.5 percent. Inflation, which dropped to 
just over 4 percent in 1988, is expected to accelerate to perhaps 5 percent in 1989. 
Observers also forecast interest rates to remain relatively high, discouraging consumer and 
private sector investment spending. 


In the energy sector, uncertain prospects for oil prices, a strong Canadian dollar, and the 
reduction or phase-out of government incentives for exploration and drilling spell little 
improvement in conditions in the near term. Some industry observers suggest that the level 
of investment in the energy sector may fall in 1989 by as much as 25 percent from the level 
reached during the partial recovery in 1988. In contrast, however, is the prospect of 
federal and provincial funding over the medium term for several of Canada's energy 
"megaprojects" in Newfoundland, Saskatchewan, Alberta, and British Columbia. 


Responding to uncertainties in the energy sector as well as higher interest rates, 
nonresidential investment should contract slightly in 1989. However, the contraction could 
be partially offset by some auto plant expansion and modernization, in part the result of 
high rates of capacity utilization. Residential construction is also forecast to decline, 
while the growth rate of merchandise imports will be affected by the downturn in business 
investment. The economic slowdown expected in 1989 could retard expansion of the labor 
force, and the unemployment rate is expected to remain around 8 percent. 











CANADIAN ECONOMIC POLICIES 





Trade Agreement with the United States 





The United States and Canada concluded an historic, comprehensive trade agreement on 
October 3, 1987. If the Canadian Government passes implementing legislation, the Free 
Trade Agreement (FTA) will go into effect early in 1989. The FTA aims to remove barriers 
to trade and investment for many industrial, agricultural, and service sectors. Individual 
tariffs will be rolled back on one of three schedules (immediate, 5-year and 10-year). The 
FTA sets out more liberal Canadian rules for the acquisition of firms, raises the threshold 
value for Canadian Government review of foreign investment, and prohibits 
investment-related performance requirements such as those‘pertaining to local content. It 
removes various restrictions on U.S. financial institutions in Canada. Finally, the FTA 
establishes a new dispute settlement mechanism for trade-related disagreements, including 
dumping and countervail. 


Tax Reform 


In September 1988, Parliament approved legislation implementing the first stage of Canadian 
federal tax reform. The legislation gave final legal sanction to changes in the federal 
tax structure that were introduced in January 1988. The changes lower personal and 
corporate tax rates and eliminate or reduce exemptions and credits, and thus are similar in 
overall thrust to the U.S. Tax Reform Act of 1986. They will bring Canadian personal and 
corporate income tax rates more into line with comparable U.S. rates and will reduce or 
eliminate many of the distortions in the former income tax system. As outlined in a White 
Paper on tax reform presented by Finance Minister Wilson in June 1987, the next stage in 
the government's tax reform program is replacement of the existing inefficient and 
complicated manufacturers' sales tax with some type of value-added tax. The federal 
government prefers a national sales tax (NST), which would be coordinated with existing 
provincial sales taxes. If agreement is not reached with the provinces on the NST, the 
federal government will proceed with one of two other tax options similar to the valued 
added tax. Implementation of second stage tax reforms are not expected before the early 
1990s. In April 1989, the government plans to introduce interim changes in the 
manufacturers' sales tax, which will seek to prevent companies from avoiding the tax by 
setting up marketing and distribution companies. 


Exchange Rate and Monetary Policy 





The Bank of Canada made clear in early 1988 that its fundamental concern is acceleration in 
the rate of inflation. Monitoring various monetary and credit indicators, the central bank 
moved to impose increased monetary restraint. The authorities have deviated only 
marginally and temporarily from their anti-inflationary stance. They intervened in the 
foreign exchange market to absorb some of the substantial demand for the Canadian dollar 
that was stimulated by the relatively large premium yields on Canadian dollar assets and 
confidence in Canadian economic policies and performance. They did not relax monetary 
policy, however, and rising inflationary expectations contributed to a rise in short-term 
interest rates to 2 1/2-year highs in September 1988. The Canadian dollar appreciated 
sharply in the first half of the year, by 8.7 percent from end-1987 to a high of 83.65 US¢ 
on July 20, 1988. 


The currency subsequently eased moderately on uncertainties regarding a federal election 
and the fate of the U.S.-Canada Free Trade Agreement (FTA), but by October, recovered to 
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levels reached in July. Given perceived inflationary pressures and related firmness in 
interest rates, as well as the anticipated benefits of the FTA, the Canadian dollar is 
expected to remain firm. In the event of an election defeat for the Progressive 
Conservatives, however, many observers believe that the Canadian dollar might come under 
selling pressure in spite of maintenance of relatively high interest rates. 


Fiscal Policy 


Recent years have seen considerable progress in reducing the growth of the federal deficit 
and downsizing the role of government in the economy. Nonetheless, most observers believe 
that expanding government debt remains perhaps the most pressing problem facing Canadian 
fiscal policymakers. To its credit, the federal government succeeded in cutting its 
deficit from C$32 billion in 1985 to C$23.2 billion in 1987. Compared with the size of the 
overall economy, however, Canada's deficit remains disproportionately large. The ratio of 
debt to GDP in Canada was 4.5 percent in 1987; the comparable figure for the United States 
was 3.4 percent. Debt service payments, meanwhile, are absorbing an increasing share of 
federal revenues and becoming an increasing concern. 


Canada's 1988-89 fiscal budget announced in February 1988 did not dispel concerns that the 
federal deficit and rising debt service obligations place too large a burden on the 
economy. Some analysts, for instance, believe that the federal government should have used 
higher-than-expected tax receipts generated by strong economic growth to reduce the deficit 
further. Announcement in the second half of 1988 of federal plans to help finance a number 
of major programs, among them four energy “megaprojects," also raised questions about the 
government's commitment to fiscal restraint. Success in trimming the deficit in the early 
1990s will depend on the government's ability to define a mix of policies to control 
expenditures and generate more revenue, and on the continued strength of the economy. 


Financial Regulatory Reform 





In the spring and summer of 1988, several foreign securities firms were permitted to open 
offices in Canada and selected foreign banks were authorized to establish securities 
subsidiaries. An anticipated rush to set up universal banking operations did not 
materialize, however, as the October 1987 stock market crash dampened enthusiasm for 
expansion in the financial services industry. Nonetheless, most of the large Canadian 
banks acquired major Canadian investment dealers. The banks, and other financial 
institutions, also positioned themselves for anticipated elimination of barriers between 
banks, trust companies, and insurance companies. However, proposed reform of the federal 
trust and loan law bogged down in 1988 owing to opposition from the trust industry and the 
Province of Quebec to proposed restraints on links between financial and commercial 
companies. The reform proposals are expected to be revised and revived in 1989 after the 
federal election. In the meantime, implementation of the U.S.-Canada Free Trade Agreement 
on January 1, 1989 will eliminate existing restrictions on U.S. banks' share of the market, 
and on the acquisition of Canadian insurance, and trust and loan companies by U.S. firms. 


Overview of Canadian Business Prospects 





Canada is enjoying its sixth consecutive year of economic expansion. Investment spending 
was the fastest growing component in overall economic growth in 1988, particularly in 
Ontario and Quebec. While residential construction is expected to slow in 1989, continued 
increased spending on business machinery and equipment promises good opportunities for U.S. 
exporters. 
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U.S. exports to Canada for January-June 1988 amounted to US$35.5 billion, up strongly (over 
20 percent) from the US$29.5 billion in the like period in 1987. The major U.S. exports to 
Canada were motor vehicles and parts, general merchandise, internal combustion piston 
engines, office machinery and ADP equipment and parts, aircraft, synthetic resins, rubber 
and plastic materials, and electrical machinery and apparatus. Strong gains were 
registered in all these categories, with the strongest being in aircraft and associated 
equipment. Undocumented exports continued to rise to US$4.4 billion but, by bilateral 
agreement, are now included in the figures. 


The industrial sectors in Canada which present the best prospects for increasing U.S. 
exports in the medium term include computers and peripherals, auto parts and accessories, 
telecommunications equipment, building materials and supplies, trucks, trailers and buses, 
aircraft and parts, plastic materials and resins, construction machinery and parts, 
electronic components, and analytic and scientific instruments. Most of the these sectors 
are in above-average growth trends that should stimulate imports from competitive U.S. 
suppliers. In addition, U.S. tourist expenditure in Canada remains significant at about 
US$3.3 billion in 1987. 


Foreign investment in Canada is being encouraged by a combination of robust economic 
growth, the government's relatively forthcoming foreign investment policies, and the 
sustained economic activity and reduced barriers to investment that are expected to result 
from implementation of the U.S.-Canada Free Trade Agreement in 1989. Available full-year 
data show increases in 1987 in proposed new investments (including acquisitions) submitted 
to Investment Canada and in actual U.S. net direct investment flows in Canada (C$2.2 
billion). Even more important, U.S. data show that U.S. firms in Canada reinvested US$4.8 
billion or nearly 70 percent of their total earnings in 1987 (up from only 40 percent of 
earnings in 1986). The combined flows of new investment and retained earnings totalled 
US$6.9 billion in 1987, led by a strong turnaround in the petroleum industry and increased 
investment in the broadly defined financial sector. This brought the total stock of U.S. 
investment in Canada to US$56.9 billion by the end of 1987. Preliminary data suggest that 
U.S. direct investment in Canada continued to grow in 1988, with the major increases 
occurring in transportation equipment, wholesale trade, and machinery. 


REGIONAL ECONOMIC AND COMMERCIAL OUTLOOK 





Central Canada: 


Ontario, with annual real gross domestic product over C$150 billion, boasts the largest 
provincial economy in Canada. Following 4.6 percent growth in 1987, Ontario is expected to 
record broadly-based economic growth over 3.5 percent in 1988 before slowing down to around 
2 percent in 1989. Output in one of Ontario's key sectors, transportation equipment, is 
expected to drop to 2 percent in 1989 from roughly 4 percent in 1988, in part due to 
weakening auto demand and also because of a 6-month shutdown at a large General Motors 
plant in southern Ontario. Ontario's auto industry is currently searching for ways to 
increase its share of the North American auto market in spite of weakening auto demand, 
and, in general, strengthen overall competitiveness. The latter is a growing concern for 
manufacturing industries in Ontario due to the strong Canadian dollar and wage pressures on 
already high unit labor costs. In addition, Ontario consumers are expected to pull back on 
spending over the next 2 years, with only a modest increase projected. Several factors are 
involved, but weakened housing starts (which will dampen spending on big ticket appliances 
and household furnishings) and tax increases introduced in the April 1988 provincial budget 
head the list. Ontario will, however, continue to enjoy the lowest unemployment rate in 
Canada, i.e., roughly 5 percent in 1988 and 1989. 











2. 


Ontario continues to offer excellent marketing and investment opportunities for U.S. 
businesses in a wide spectrum of products and services. Specific sales opportunities 
include computers and peripherals, CAD/CAM and robotics, auto parts and accessories, 
telecommunication equipment, aircraft parts, building products, plastic materials and 
resins, construction machinery and parts, analytical and scientific instruments, industrial 
controls, household furnishings and appliances, sporting goods, and stereos and video 
recorders. In addition, liberalized rules in the financial services industry should create 
opportunities for U.S. firms. U.S. companies frequently enter the Canadian market for the 
first time or upgrade their commercial activity in Ontario by participating in a Canadian 
trade show in Toronto. For more information about participating in trade shows, U.S. firms 
should contact Dale Slaght, Principal Commercial Officer, U.S. Consulate General, Toronto 
(416-595-5412). 


Following 5 percent growth in 1987, Quebec's economy is expected to moderate to around 3.5 
percent in 1988 and 2 percent in 1989 because of a slowdown in residential construction and 
consumer spending in durable goods. Growth will come from business investment, which 
should be sustained by healthy corporate profits and high rates of capacity utilization. 
Total investment spending in nonresidential construction is forecast to grow by almost 16 
percent in 1988, following an increase of 9.2 percent in 1987. A major contributor to the 
bouyant investment picture is the second phase of Hydro Quebec's C$7.5 billion James Bay 
hydroelectric megaproject. In addition, spending on machinery and equipment is projected 
to increase, on average, by approximately 9 percent in both 1988 and 1989. On the 
downside, much weaker performances by the construction, manufacturing, mining, and 
utilities sectors will contribute significantly to the lower growth rate in late 1988 and 
in 1989. Slower economic growth will also reduce the rate of job creation. Employment 
growth is expected to drop to around 2 percent in both 1988 and 1989 from 3.5 percent in 
1987. Quebec's unemployment rate is expected to stay around 9 percent in 1988 and 1989, 
compared to 10.3 percent in 1987. 


Opportunities exist fo; engineering firms specializing in power generation, bulk organic 
and inorganic chemicals, power generating machinery, and software. The Quebec Government 
has been encouraging the acquisition of technology from U.S. firms in biotechnology, 
computer software, microelectronics, and advanced materials. Opportunities may result from 
Hydro-Quebec's consideration of accelerating the construction of Phase II of the James Bay 
hydroelectric complex. As a result of new pharmaceutical legislation, several drug 
companies have announced expansion plans (over 50 percent of the Canadian pharmaceuticals 
industry is concentrated in the Montreal area). The designation of Montreal as an 
international financial center, coupled with the deregulation of Quebec's financial 
industry, may present opportunities for U.S. banks or security firms wishing to conduct 
offshore transactions from Montreal (the Quebec Government also provides generous tax 
breaks). Demand is expected to be steady for consumer goods with high value-added such as 
sporting goods and equipment, sportswear for teenagers, and electronic toys and games. 


Prairie Provinces and the West 





In the first half of 1988, oil prices remained essentially flat but were still greatly 
improved over the 1986-87 period. This, combined with certain tax incentives, led to 
projected increases in investment spending to as high as 20 percent for all of 1988 and in 
real growth in Alberta to around 4 percent, compared to 1.1 percent in 1987. However, the 
tumble in world oil] prices in September-October 1988 could cause real growth to contract 
from the original 4 percent projection, but it is not clear by how much. In 1989, the 
picture looks dark. The lagged effects of lower world oil prices, combined with the strong 








cm 


Canadian dollar and the expiration of the tax incentive program, have forced companies in 
Canada's oil] patch to dramatically revise downward their investment and exploration 
intentions. Consequently, growth in 1989 could be lower than the projected national 
average of approximately 2.5 percent. Possible extensions of federal and provincial 
incentive programs and federal and provincial funding for the Lloydminster heavy oil 
upgrader (on the border with Saskatchewan) and OSLO oil] sands energy megaprojects could 
offset part of the effect of the weakened outlook. The negative impact of the 1988 drought 
on Alberta's agricultural production was not as severe as initially feared, and the decline 
in agricultural output was less than 10 percent. Forestry, tourism, electronics, and 
petrochemicals were growth industries within the province in 1988. 


Manitoba has traditionally had the most diversified industrial base of all the prairie 
provinces, which has lent considerable stability to the province. The 1988 drought, 
however, was a setback for Manitoba's economy, causing most forecasters to lower their 1988 
projections to under 2 percent, comparable to lackluster 1.7 percent growth in 1987. The 
drought affected about 75 percent of Manitoba's total grain crop. Farm incomes and 
therefore consumer spending were weakened, although increased grain prices and federal 
assistance offset the impact somewhat. The lower crop also pulled down output in the 
transportation sector as less grain was moved. Low water levels forced Manitoba Hydro 
Corporation to cut back on power generation which resulted in lower export sales of 
electricity to the United States and the Crown-owned corporation expected to post a loss of 
C$100 million in 1988. More normal agricultural conditions in 1989 are expected to produce 
a recovery in real agricultural output of over 10 percent and stronger activity in 
transportation and utilities. Nonetheless, farm incomes are expected to be weak through 
the early part of 1989, with continued weakness in rural consumption, housing starts, and 
farm equipment sales. In addition, higher interest rates may dampen overall investment and 
consumer spending in 1989. 


The economic situation in Saskatchewan was bleak in 1988. Agriculture accounts for about 
40 percent of goods produced in Saskatchewan and about 20 percent of total real gross 
domestic product. The drought reduced agricultural output between 25 and 50 percent in 
1988 and will have negative spinoff effects on farm incomes, consumer spending, and 
transportation output. The only bright spots in the provincial economy were strong uranium 
and potash sales, and the recouping of some agricultural production losses as a result of 
higher grain prices and federal aid. Saskatchewan's economy has been forecast to decline 
by over 3 percent in 1988 without a clear picture of what is going to happen in 1989. If 
weather conditions stabilize in 1989, Saskatchewan could recoup its losses in agricultural 
output, with positive spinoff effects in other sectors of the provincial economy. That and 
continued growth in the mining sector could profoundly improve the outlook in the province 
and push growth to over 4 percent in 1989. 





British Columbia's economy is forecast to grow by over 2 percent in 1988 and by less than 2 
percent in 1989. The weak growth projection for 1989 is attributable to an expected 
slowdown in the goods-producing sector, most notably forestry, construction, and 
manufacturing industries. Forestry output declined in 1988, and no significant recovery is 
expected until late 1989. The contraction can be linked to weakened North American demand 
for lumber due primarily to a decline in residential construction. Lower forestry output 
will affect the manufacturing sector by reducing sawmill activity. In the mining sector, 
the export-led growth in U.S. industrial activity should help maintain demand for many of 
the minerals that British Columbia produces such as zinc, lead, molybdenum, and 
metallurgical coal. Construction output is forecast to remain vibrant in 1988, based on 
the strength of nonresidential construction, especially in pu'p and paper. 
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Prospects for U.S. Business in the Prairies and B.C. 





U.S. exporters will find continuing demand for a wide range of products in the Canadian 
prairies in 1988, ranging from equipment and services for Alberta and Saskatchewan's oi] 
and gas industries to machinery for Manitoba's light industries. Strong performers include 
Alberta's forestry and logging industry. Saskatchewan's farm equipment industry, while 
contracting, is still sizeable. The industrial areas of Saskatchewan are progressing 
well. Electronics and other light industry have made Saskatoon and Regina attractive 
markets. In Manitoba, the broad industrial base creates a steady demand for a range of 
industrial products. With an apparently more pro-business provincial government now in 
office, a greater confidence in the business community should manifest in 1989. Of growing 
importance (and enjoying strong government support) are an increasing number of electronic 
and high-tech firms. These companies are creating their own market for production and 
design equipment and software. Agriculture, in spite of the 1988 drought, represents a 
sizeable market for U.S. suppliers of related equipment and materials. Sporting goods, 
equipment, and clothes are also good business prospects in all western provinces. The 
federal government and the governments of Alberta and Saskatchewan have agreed to provide 
up to C$927 million toward construction of a stand-alone heavy oil] upgrading-facility in 
Lloydminster. The deal could provide excellent related opportunities for joint 
U.S.-Canadian business ventures. Agreement has been announced on a program of federal and 
provincial support for Alberta's billion dollar OSLO tarsands megaproject near 

Ft. McMurray. The U.S.-Canada Free Trade Agreement will have a sizeable impact on 
Alberta's commercial prospects as secure access to the U.S. market could rekindle interest 
in a number of new or delayed multi-million dollar projects. The prairie's beef industry 
also will benefit from the FTA, enhancing opportunities for U.S. manufacturers of meat 
slaughterhouse and packaging equipment. 


Several exhibitions in the prairie provinces provide good entry into various Canadian 
markets. These include a major agricultural equipment show held every June in Regina, 
Saskatchewan, and the Intercan trade show held in Edmonton, Alberta, in June 1989, which is 
a must for U.S. firms in oil and gas. Equi-Fair, held jointly with the mullion-dollar-plus 
Masters Tournament at Spruce Meadows, provides an excellent entree into the US$3 billion 
horse market found just in Alberta alone. Best prospects for U.S. business in British 
Columbia are in CAD/CAM and robotics, computer software, parts and accessories for motor 
vehicles, civil aircraft, and aircraft parts and accessories. The sophisticated consumer 
market also continues to be a good outlet for U.S. firms. 


Atlantic Provinces’ Economic Outlook 


The outlook for Nova Scotia's diverse economy calls for economic growth in the upper 2 
percent range in 1989, following 3 percent growth in 1988. A strong service sector, 
increased nonresidential construction and recovery in mining should make Nova Scotia's 
economy the strongest in the Atlantic region. A slight pick-up in agricultural output in 
1989 is expected, following moderate growth in 1988. Nova Scotia's fishery, which is the 
largest in Canada, is expected to put in a good performance in 1989, after remaining 
relatively stable in 1988 despite the dramatic tumble in fish prices and the strong 
Canadian dollar. Lobster landings hit record levels in 1988, and Nova Scotia's mussel 
producers started to bounce back from the effects of the toxic Prince Edward Island mussel 
scare in 1987. Nova Scotia's forestry outlook for 1989 is bright because of increased 
capacity due to modernization efforts and strong supply and demand. In 1988 the industry 
was hurt somewhat by the stronger Canadian dollar. Several new projects were started in 
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1988 that will have a positive impact in 1989 on construction, employment, and in the 
longer term, manufacturing. Michelin Tires (Canada) Ltd. is engaged in an 8-year expansion 
in response to strong demand for truck and heavy equipment tires. Nova Scotia Power 
Corporation announced its intention to build another coal-fired generating station; a pulp 
and paper mill is being planned for the Sheet Harbour area by Stake Technology Ltd., with 
construction expected to start in early 1989; expansion to the Magna car parts plant in 
North Sydney, Nova Scotia, is also planned; and a contract for the modernization of a 
Canadian Coast Guard ship was secured by Halifax- 

Dartmouth Industries Ltd. 


The growth rate of New Brunswick's economy slowed to roughly 2.6 percent in 1988 from 6.4 
percent in 1987. Growth is projected to be about 2.5 percent in 1989. The slowdown 
reflects primarily a much weaker performance in both goods-producing industries and New 
Brunswick's resource sector (mining and pulp and paper). The United States is New 
Brunswick's major trading partner, accounting for more than 65 percent of the province's 
predominantly resource-based exports. The expected slowdown in the U.S. economy in 1989 is 
likely to be a handicap to growth. Manufacturing output posted very modest growth of 
around 0.5 percent in 1988 compared with an increase of 9.5 percent in 1987. In 1989, 
manufacturing should record output gains in the 2 percent range. The Canadian 
frigate-building program will continue to be a stable source of growth for the province, 
providing employment for more than 2,000 workers. Nonresidential construction investment 
increased by over 6 percent in 1988 and is forecast to pick up significantly in 1989. 
Spending on machinery and equipment is forecast to continue in the 5 percent range in 1989, 
up from around 2 percent in 1988. New Brunswick's unemployment rate is forecast to drop to 
under 11 percent in 1989 from around 11.6 percent in 1988 and 13.2 percent in 1987. 


Newfoundland's economy grew by just under 3 percent in 1988 and will expand further in 
1989, but in the 2 percent range. Under an agreement in principal with the government of 
Newfoundland and a consortium of five com- panies, the federal government will provide over 
C$2.6 billion in loans and loan guarantees to develop the huge Hibernia oil field off the 
coast of Newfoundland. This megaproject, slated for completion in 1995, has boosted 
business confidence in the province and could prove to be a major stimulus when 
construction starts in 1989. New mining operations and improved world prices for minerals 
should benefit Newfoundland's important mining industry. The province's newsprint 
industry, meanwhile, is expected to prosper from the high capacity utilization, stronger 
prices, and increased demand for higher quality products. Continued strength is expected 
in Newfoundland's fishery. The unemployment rate dropped to approximately 17.5 percent in 
1988 from 18.6 percent in 1987 and could drop further, to around 17 percent, in 1989. 


Buoyed by a good tourist season, strong retail sales, and profitable potato prices, Prince 
Edward Island's economy expanded by around 3 percent in 1988, following 3.1 percent in 
1987. However, slower growth in PEI's service sector, which accounts for 70 percent of 
real domestic product, is expected to dampen overall growth to just under 2 percent in 
1989. Stability in the province's manufacturing sector and preparations for construction 
of the fixed-link bridge to the mainland contributed to the better-than-expected per- 
formance in 1988 and should have some spillover effects in 1989. Real growth in the 
province's fishery should sustain itself at 1988's rate of approximate- ly 2.5 percent in 
1989. PEI's lobster industry is doing very well and the herring fishery should continue 
its healthy growth trend seen in the past few years. One disappointment is the province's 
important scallop industry, which remained depressed in 1988 in the wake of the mussel 
toxin scare in late 1987 and is expected to continue to decline in 1989. PEI's 
unemployment rate is expected to shrink from 13.5 percent in 1988 to just under 13 percent 
in 1989. 





=f 
Prospects for U.S. Business in Atlantic Canada 


Growth in the use of computers for domestic and industrial application points to the need 
for good market representation in urban centers, especially Halifax, Nova Scotia, where 
there is a large institutional and research base. In marine technology, aquaculture 
projects continue to multiply, creating a need for reliable local sources of a variety of 
related materials. Ex- ploration and production of gold continues to show promise for 
companies with expertise coupled with specialized equipment and supplies. Although most 
sup- pliers have already been selected, the Navy's frigate program in New Brunswick is 
using a large number of U.S.-made products. In addition to the massive Hibernia project 
off the coast of Newfoundland, planning for a bridge link between New Brunswick and Prince 
Edward Island is going ahead, with the usual requirements for project research, planning, 
and eventually, construction materials of high quality. Sectors also showing long-term 
potential are aviation and plastics. 








